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William F. Caton, Secretary
Federal Communications Commission
1919 M Street, NW, Room 222
Washington, DC 20554

Re: Implementation of the Pay Telephone Reclassification and
Compensation Provisions of the Telecommunications Act
of 1996, CC Docket No. 96-128

Dear Mr. Caton:

EX PARTE
PRESENTATION

On behalf of the American Public Communications Council (APCC), we submit
the following written ex parte presentation concerning estimated savings to long distance
carriers and customers from removal of LEC payphones from regulated accounts. I would
ask that you include these materials in the record ofthis proceeding.

Assessments of the overall impact of payphone compensation on long distance
rates must take account of the savings to long distance carriers and their customers from
removal of LEC payphones from regulated accounts. The total savings to interstate long
distance customers from removing the payphone operations from the interstate CCL access
charges can be conservatively estimated using data obtained from the 1995 Preliminary
Statistics of Common Carriers (SOCC). Table 2.12 of the 1995 Preliminary SOCC
reported total carrier common line revenue for all reporting LECs for the year 1995 as
$10,738,000,000. The payphone-attributed portion of this total can be estimated by
taking the ratio of payphone-attributed revenue requirement to the total revenue
requirement for the CCL charge. As described below, this ratio is estimated to be 3.32%.
The revenue requirement attributed to the payphone piece of the CCL charge is
determined by adding a rate of return on the payphone investment plus the associated
taxes, to the operating expenses allocated to payphone CCL charge. This information,
except the return, can be found on Table 2.12 of the 1995 Preliminary SOCC. The pretax
return is estimated to be 15.5% using a 60% equity ratio and a 40% debt ratio with cost
rates of 12.5% for equity and 8.5% for debt. The combined state and federal income tax
rate is estimated at 37.25%. The same calculations can be performed for the total
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CCL-related plant and expense. The payphone revenue requirement is estimated at
$357,817,000 and the total CCL revenue requirement is estimated at $10,771,508,000.
Dividing the payphone revenue requirement by the total CCL revenue requirement
produces a ratio of 3.32%. Multiplying 3.32% times the total CCL revenue of
$10,738,000,000 indicates that interstate customers will save approximately $356,502,000,
at minimum, once the payphone investment and expenses are removed from the CCL
charge.

Section 276 of the Act also requires that intrastate payphone subsidies be
removed, including subsidies from the access charges paid by IXCs and from the MTS rates
paid by LECs' long distance customers. The effect on intrastate toll rates of removing the
payphone operations from the intrastate operations of LEC companies is estimated below
using two methods. Each approach assumes that the intrastate long distance subsidy for
LEC payphones is proportionate to the interstate subsidy. Under the first method, the
interstate CCL payphone savings is compared to the total interstate revenue for all
reporting LECs. This ratio, 1.6%1, is then applied to total intrastate toll and access revenue
of $17,717,842,000 to estimate the intrastate reduction in access charges and MTS rates.
This calculation indicates that the intrastate access charges and toll rates would be reduced
by $283,485,000.

Under the second method, the ratio of the number of intraIATA toll calls and
interIATA intrastate toll calls to interIATA interstate toll calls is used to estimate the
impact on intrastate toll rates and access charges. Applying this ratio of 85.77%2 to the
interstate CCL payphone revenue requirement savings of $356,502,000 produces intrastate
savings of $305,772,000.

Although these estimates are calculated using two independent methods, there is
only a 7% difference between them. It would be reasonable to conclude that the intrastate
savings associated with removal of the payphone operations from intrastate CCL charges
and toll rates would produce savings between $283,485,000 and $305,772,000 -- for an
average of $294,629,000.

Calculated as follows: ($356,502,000 Payphone Interstate CCL Access Charge
Savings)/($22,244,158,000 Interstate Access Charges) -- 1.60%.

2 Calculated as follows: (23,312,130 IntraIATA Toll Calls + 20,102,505
InterIATA intrastate Toll Calls)/(50,615,536 InterIATA interstate Toll Calls)=85.77%.
S« Table 2.10 of the 1995 Preliminary sacco
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Combining the interstate and intrastate estimates results in total estimated
savings for long distance carriers and customers of rougWy $650,000,000 annually.

If you have any questions concerning this matter, please contact me at (202)
828-2226.

Thank. you for your consideration.

Sincerely,

1f!t~1!J1
AHK/nw
cc: J. Muleta

M. Carowitz
M. Richards
J. Casserly
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R. Spangler
R. Baca
D. Gonzalez
J. Nakahata
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Attachment

Calculations of Interstate CCL Access Charge Savings (SOCC Table 2.12)

Payphone Total

Expenses $301,391,000 $ 7,963,380,000

Investment $923,040,000 $38,334,129,000

Less Reserves 5559,002,000 520,217,170,000

Net Investment $364,038,000 $18,116,959,000

Pre-Tax Return 15.5% 15.5%

Return Plus Taxes $ 56,426,000 $ 2,808,128,000

Return Plus Expenses $357,817,000 $10,771,508,000

Payphone as a Percent of Total: $357,817,000/$10,771,508,000=3.32%
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NOTa FOR TABLE I.to

twE OF COMPANY CODE

MlERlTECH CCRPORATION AM
I!LL ATl.NrnC CORPORATION 8A
8EU.8OUTH CClftPORATION IS
NVNEXCORPORATION N
PACIfIC TELElIl GAOUP P
SBC cor.lMJNICATlONS INC. 5W
U SWElT, INC. W
ALLTEL CORPORATION AL
CITE COfIlPCRATION G
PUERTO RICO TELEPHONE AUTHORlTY PR
SPRtn' CORPORATION S
ALL OTHERS THATME PART OF A HOLDING COMPANY ORO 0

SOUftCE: ANNUAL ARMIS (AUTOMotoTED REPORTING~INF~TION SYSTEM) CP!RA1'INO DATA MJIIORT9 (PICC fWlOfU 401) Of R
LOCAL IEXCtWfOE CM...S.

NOTE - CERTAIN DATA PI!FtTAI-.o TO Tl1E CMRlERS INCLUDED IN THI& TMLE AAI! UNAVAIlMLE. WHERE SUCH IS THE CASE, THE SPACE PROV
lNFONMTJON HAS BEEN LEFT 1llN«, AS DISTINGUISHED FROM INSERTION OF AZERO, WHICH MEANS THAT NONe WNS REPORTED.

- DeTAIl MAY NOT MATCH TOTALS BECAUSE OF NECESSARY ROUNOlNOS.

- UNLESS OTHBMlSE 9TATl!D. OUTSIDE!~ STATISTICS INQ.UElI LOCAL LOOP AND INTEROFFICe FAClLITIES. A CABLE CONTAINING ON
COAXIAL OR OTHER METAlUC CONDUC'T'ORSIS CLASSIFIEDNS~ BUT ACABLE CONTAINING 10TH COPPSl AND I"I8ER IS CIASSl

- 1OL000Tl!AS EQUALS TOTAL MILE8 MULTlPUEO BY 1.8093 AND THEN ROUNDED TO TH! NEAREST WHOL! NUMBER. ~ERO ENTRIES L
, IOLOMI!Tl!R AM AEPOR1l!D AS 11C1L0METER.

- ACCESS UNES lNOLUD! WATS NlD WATS-LIKE ACCl!SS LINES, AND lOG AHa lIQO.LlKE ACCI!$S lINES, BUT NOT OFJIJC/AIJCOMPANY CIRCUIT
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